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Abstract

Analyzing say-on-pay (SOP) data from 2011 to 2015 and using an initial
sample of 4,393 firms and 12,644 firm-year observations, we
investigate the impact of information asymmetry on SOP abstention.
Drawing on agency theory and rational apathy principles, we estimate
regression models and find a positive association between information
asymmetry and SOP abstention. We contribute to the literature by
adding additional mediation analyses. Our mediation analyses reveal
that institutional ownership mediates this relationship, suggesting that
higher information asymmetry leads to reduced institutional
ownership, subsequently contributing to SOP abstention. However,
analyst following does not exhibit a significant mediating effect. These
findings illuminate the interplay between information asymmetry,
shareholder behavior, and the mediating role of institutional ownership
in the context of executive compensation governance. Our research
highlights the significance of addressing information disparities for
improved shareholder engagement and decision-making in corporate
governance. Additionally, this study’s findings are relevant to
academics, policymakers, and corporate stakeholders seeking to
bolster corporate governance practices and strengthen shareholder
participation in executive compensation matters.
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1. INTRODUCTION

abstain from voting on executive compensation
packages, ensuring that their interests are reflected
in the firm’s governance practices.

The say-on-pay (SOP) initiative, introduced as part of
the Dodd-Frank Act in 2010, represents a critical
tool in modern corporate governance (Securities and
Exchange Commission [SEC], 2011). It allows
shareholders to vote on executive compensation
policies, offering an advisory role to influence
decisions related to chief executive officer (CEO) pay
and overall compensation strategies (SEC, 2011).
This initiative aims to foster accountability, enhance
shareholder value, and improve compensation
policies by engaging shareholders in decision-
making processes (Semler-Brossy, 2016). Through
SOP votes, shareholders can approve, dissent, or
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While extensive research has explored SOP’s
effects on voting outcomes, particularly factors
driving shareholder approval or dissent, less
attention has been paid to the reasons behind
shareholder abstention during these votes
(Stathopoulos & Voulgaris, 2016). This study seeks
to address this gap by investigating how information
asymmetry the wunequal distribution of
information between shareholders and the board of
directors affects shareholders’ decisions to
abstain from voting on executive compensation.
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Existing research on SOP has predominantly
focused on factors influencing voting outcomes such
as prior compensation levels and firm performance
(Balsam et al., 2016; Conyon & Sadler, 2010; Kimbro
& Xu, 2016), the characteristics of compensation
committees (Omar et al., 2021), and
the recommendations of proxy advisors (Ertimur
et al., 2013), among others. Furthermore, corporate
governance research has examined the repercussions
of disapproval votes on firm performance, CEO risk-
taking behavior, turnover, and subsequent
compensation adjustments (Alissa, 2015; Balsam
et al., 2016; Ferri & Maber, 2013, Omar et al., 2022).
However, a significant gap persists in understanding
why shareholders abstain from voting, particularly
in the context of SOP.

Shareholders often face an information
disadvantage when voting on executive
compensation policies. The board of directors
typically has more in-depth knowledge of the firm’s
competitive position, performance, alternative
compensation structures, and CEO preferences
(Aaen & Lueg, 2022; Banyi & Bull Schaefer, 2022;

Myers, 2011). Information asymmetry, where
shareholders lack the same level of insight as
the board, exacerbates this challenge. Though

regulatory mandates, proxy advisors, and media
reports aim to reduce these information gaps,
achieving complete parity remains elusive, as
acquiring information is costly (Myers, 2011).
This disparity raises important questions about
shareholders’ ability to make informed judgments,
especially in cases where abstention rates are high
(Schouten, 2010).

Given the imbalance in information between
shareholders and the board of directors (Yu, 2006),
this study seeks to answer the following research
question:

RQ: How is information asymmetry associated
with shareholders’ abstention during SOP votes?

To address this, the study draws on two key
theoretical frameworks: agency theory and rational
apathy theory. Agency theory posits that
shareholders are at a disadvantage due to
the board’s superior access to company information,
which can lead to hesitant voting behavior, including
abstention (Brennan & Solomon, 2008; Bushman &
Smith, 2001; Feddersen & Pesendorfer, 1996, 1999;
Healy et al., 1999; Healy & Palepu, 2001; Jensen &
Meckling, 1976). Similarly, rational apathy theory
suggests that if the costs of acquiring information
and voting outweigh the perceived benefits,
shareholders may opt not to vote (Fairfax, 2009).
These theories provide a foundation for
hypothesizing that higher information asymmetry
increases the likelihood of SOP abstention.

In addition to examining the direct relationship
between information asymmetry and  SOP
abstention, this study explores two key channels
through which this asymmetry operates: analyst
coverage (Yu, 2008) and institutional ownership
(Appel et al., 2016; Brav et al., 2008; Stathopoulos &
Voulgaris, 2016). Analyst coverage, a key source of
information for shareholders, may decrease when
afirm exhibits higher information asymmetry,
thereby heightening shareholder uncertainty (Yu,
2008). Likewise, institutional ownership, which
provides shareholders with access to more detailed
firm-specific information, tends to decrease as
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information asymmetry rises (Appel et al.,, 2016;
Stathopoulos & Voulgaris, 2016). By investigating
these channels, this study aims to provide a deeper
understanding of how information asymmetry
influences shareholder voting behavior.

To empirically test our hypotheses, the study
analyzes SOP voting data from 2011 to 2015,
the period immediately following the SOP mandate.
Information asymmetry is measured using bid-ask
spreads’ (Leuz & Verrecchia, 2000) and Amihud
illiquidity?* (Goyenko et al., 2009) both of which
capture market-based indicators of information
flow. SOP abstention is calculated as the percentage
of shareholders who abstain from voting during
annual meetings. Additionally, the mediating effects
of analyst coverage and institutional ownership are
examined to determine their roles in shaping
the relationship between information asymmetry
and abstention behavior.

Our findings reveal a positive association
between information asymmetry and SOP abstention
votes, suggesting that increased information
disparities lead to higher abstention rates. This
indicates that shareholders strategically respond to
their information disadvantages. Furthermore, our
supplementary analysis identifies a partial mediating
effect of institutional ownership on the relationship
between information asymmetry and  SOP
abstention. This underscores the importance of
institutional ownership as a mechanism through
which information asymmetry shapes shareholders’
voting behavior, while analyst coverage does not
exhibit a significant mediation effect.

Consequently, this study makes the following
contribution to existing literature. First, it addresses
a critical gap by examining the role of information
asymmetry in SOP abstention, which has been
largely overlooked in corporate governance research.
Second, it tests the relevance of agency theory and
rational apathy theory in the context of SOP voting,
providing empirical evidence of how information
disadvantages influence shareholder behavior.
Third, the study explores the mediating roles of
analyst coverage and institutional ownership,
offering new insights into how these factors shape
the relationship between information asymmetry
and voting outcomes. Fourth, the findings of this
study have practical implications for corporate
boards and policymakers, highlighting
the importance of transparency and improved
disclosure practices to mitigate the effects of
information asymmetry and encourage active
shareholder engagement in governance matters.

This study contributes to the understanding of
how information asymmetry impacts shareholder
voting behavior, particularly in terms of abstention.
In doing so, it provides valuable insights into
the limitations of shareholders’ participation in
governance when faced with information
disadvantages. Furthermore, the findings underscore
the need for greater transparency in corporate

! Bid-ask spread: This is the percentage spread for a stock at a time. We
calculate it as follows: Spread = (ask - bid) / ((ask + bid) / 2)), where ask is
the ask price and bid is the bid price. The spread measures the total amount
that traders pay to market makers for providing them with liquidity (Leuz &
Verrecchia, 2000).

2 Amihud illiquidity: This is the ratio of the absolute value of daily stock
return to the dollar trading volume on that day:

Amihud illiquidity = Average (|ri| / Vi), where r¢ is the stock return on day t
and Vt is the dollar volume on day t. We calculate the average over all-
positive volume days because the ratio is undefined for days with zero-
volume (Goyenko et al., 2009).
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disclosure practices and offer guidance for
policymakers seeking to enhance the effectiveness
of SOP as a governance mechanism.

The rest of the study is organized as follows.
Section 2 presents the prior literature and
hypotheses. Section 3 describes the research
methodology. Section 4 presents the empirical results
and discussion. Section 5 provides the additional
analysis. Section 6 concludes the study.

2. LITERATURE REVIEW

2.1. SOP provision and its global adoption

The SOP provision, introduced to improve corporate
governance and increase shareholder influence over
executive compensation, has gained significant
traction globally since its early adoption in the UK in
the early 2000s (Cai & Walkling, 2011). Initially
implemented by London Stock Exchange-listed
companies in 2002, SOP quickly spread to other
countries, such as Australia and Sweden, with
variations in the Netherlands and Norway (Cai &
Walkling, 2011). In the U.S., SOP emerged through

shareholder proposals in 2006, backed by
the American Federation of State, County, and
Municipal Employees (AFSCME). These efforts

culminated in the SOP’s inclusion in the 2011 Dodd-
Frank Wall Street Reform and Consumer Protection
Act, granting shareholders non-binding votes on
executive compensation.

SOP functions as a nonbinding shareholder
resolution, providing shareholders with a voice on
executive compensation practices. It is touted for
enhancing corporate accountability, transparency,
and the alignment of executive pay with company
performance and shareholder interests (Alissa, 2015;
Chu et al, 2021; Lozano-Reina et al., 2022;
Lozano-Reina & Sanchez-Marin, 2020; Stathopoulos
& Voulgaris, 2016). However, despite its purported
benefits, SOP has faced criticism, especially in
instances where dissenting votes result in revisions
to executive pay packages (Kimbro & Xu, 2016).
While proponents argue SOP encourages fairness
and better alignment of incentives, critics highlight
potential disruptions to compensation contracts,
arguing that shareholder involvement may
sometimes undermine effective compensation
structures (Kimbro & Xu, 2016).

2.2. Shareholder voting behavior and SOP abstention

Research into SOP voting has mainly focused on
the factors influencing shareholder approval or
dissent regarding executive compensation.
Shareholder dissatisfaction with excessive
compensation often results in dissenting votes
(Alissa, 2015; Gregory-Smith et al., 2014), with voting
outcomes affected by prior compensation levels and
firm performance (Balsam et al., 2016; Conyon &
Sadler, 2010; Kimbro & Xu, 2016), characteristics of
the compensation committee (Omar et al.,, 2021),
and recommendations from proxy advisors (Ertimur
et al.,, 2013), among others. Consequences of SOP
disapproval, such as firm performance impact, CEO
risk-taking behavior, CEO turnover, and subsequent
CEO compensation adjustments (Alissa, 2015;
Balsam et al., 2016; Baixauli-Soler et al., 2021; Ferri &
Maber, 2013; Gregory-Smith et al., 2014; Omar
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et al., 2022) have also been widely studied. However,
some research, such as Armstrong et al. (2013), find
little evidence that shareholder dissent significantly
alters subsequent executive pay practices.

A relatively underexplored area within the SOP
literature is the phenomenon of shareholder
abstention. Abstention represents a distinct
shareholder response, with unique implications for
corporate governance and compensation outcomes.
Understanding why shareholders choose abstention,
rather than approval or dissent, can illuminate
broader governance dynamics, particularly those
driven by information asymmetry (Feddersen &
Pesendorfer, 1996, 1999).

2.3. Information shareholder

abstention

asymmetry and

The concept of information asymmetry, central to
agency theory, offers a critical lens for
understanding shareholder abstention in SOP votes
(Cheynel & Levine, 2020; Jensen & Meckling, 1976).
Agency theory highlights the inherent conflicts of
interest between shareholders (principals) and
executives (agents), stemming from the differential
access to information. Executives often possess
more detailed information about the firm’s
performance and compensation practices, while
shareholders, lacking comparable insights, may face
difficulties in making fully informed voting
decisions (Banyi & Bull Schaefer, 2022; Berthelot
etal., 2022). This information gap can lead to
strategic abstention, as shareholders may opt to
abstain when they perceive the available information
to be insufficient or when the cost of obtaining
relevant data outweighs the potential benefits of
voting (Feddersen & Pesendorfer, 1996, 1999).

Information asymmetry can
the compensation contracting process and
complicate shareholder decision-making (Elayan
etal., 2008; Richardson, 2000). Managers may
exploit this asymmetry to advance personal
interests, reinforcing the need for transparent
information to allow shareholders to make informed
decisions (Arya & Mittendorf, 2005; Beyer et al.,
2010; Bijoy & Mangla, 2023; Dutta, 2008; Dye, 1988;
Jensen & Meckling, 1976; Liu et al, 2021).
In the context of SOP, information asymmetry is
particularly significant, as shareholders may abstain
when they perceive uncertainty about the true value
of executive compensation plans or when available
information is opaque (Feddersen & Pesendorfer,
1999, Orthaus et al., 2023).

This idea aligns with prior studies showing that
shareholders often abstain due to dissatisfaction
with the information available or due to uneven
information distribution between corporate insiders
and shareholders (Feddersen & Pesendorfer, 1996,
1999). Abstention may thus serve as a mechanism
for expressing dissatisfaction without fully opposing
the compensation plans, especially in cases where
transparency is lacking. Consequently, it becomes
crucial to examine how information asymmetry
influences shareholder behavior during SOP votes.

The rational apathy principle introduces
another layer to shareholder behavior, suggesting
that shareholders may adopt a passive stance if they
perceive no tangible benefits from voting
(Aldrich, 1993). Abstention becomes a viable option

distort
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when the cost of obtaining information about
specific corporate issues and casting votes to
oppose management’s opinions outweighs
the expected or actual benefit. This principle aligns
with the concept of free ridership, where
shareholders may abstain if they believe the cost of
obtaining  information is  prohibitive and
the probability of their votes influencing corporate
policy is low (Fairfax, 2009). The free rider problem,
rooted in the realization that shareholders can
benefit by relying on the actions of others, further
diminishes the incentive for individual shareholders
to act on their own (Fairfax, 2009; Spatt, 2007).

2.4. Hypotheses development: Information

asymmetry and SOP abstention

Building on the literature, our central hypothesis
proposes that information asymmetry is positively
associated with shareholder abstention in SOP votes.
Information asymmetry creates a situation where
shareholders, particularly less informed or less
sophisticated ones, may feel uncertain about
executive compensation proposals and, as a result,
choose abstention over casting a definitive vote.

HI: All else being equal, there is a positive
association between information asymmetry and SOP
abstention votes.

Studies have examined other measures of
information asymmetry and their 7roles as
information intermediaries, such as analysts and
institutional shareholders, who subsequently convey
this information to other shareholders. These
intermediaries function as crucial channels that
shape the information received by a broader
shareholder audience.

2.4.1. Role of analysts as information intermediaries

Analysts serve as key intermediaries, translating
complex financial information into digestible
insights for shareholders (Chang et al., 2006; Hutton
et al.,, 2012; Yu, 2008). Prior research demonstrates
that firms with high analyst coverage are perceived
as more transparent, with analysts following firms
that provide clearer and more accessible information
(Bhushan, 1989; Francis & Soffer, 1997; Healy &
Wahlen, 1999; Lang & Lundholm, 1993). Analyst
coverage can mitigate the effects of information
asymmetry by enhancing shareholders’ understanding
of compensation practices, thus reducing
the likelihood of abstention (Chang et al., 2006;
Hong et al., 2000).

However, in cases of high information
asymmetry, characterized by measures such as bid-
ask spread or Amihud’s illiquidity, firms often
experience reduced analyst coverage (Chung &
Zhang, 2014; Hasbrouck, 2009). When analysts avoid
covering opaque firms, shareholders may face
greater uncertainty, increasing the propensity for
abstention during SOP votes (Das et al, 1998;
Groysberg et al., 2011). Thus, we expect analyst
coverage to mediate the relationship or path between
information asymmetry and SOP abstention.
Therefore, we propose the following hypothesis:

Hla: All else being equal, information
asymmetry, measured using broad economic indices,
Amihud illiquidity, and bid-ask spread, is indirectly
positively associated with SOP abstention through less
analyst coverage.

VIRTUS,

2.4.2. Role of institutional investors in mitigating
information asymmetry

Institutional investors, with their extensive
resources and expertise, play a crucial role in
reducing information asymmetry (Boone & White,
2015; Healy & Palepu, 1999; Ajinkya et al., 2005).
These sophisticated investors are adept at analyzing
complex financial data and identifying firms with
transparent governance and compensation practices
(Bijoy & Mangla, 2023; Boone & White, 2015).
In scenarios of heightened information asymmetry,
institutional investors intensify their monitoring
efforts to address information gaps, benefiting all
shareholders (Boone & White, 2015).

Institutional ownership thus serves as
a mitigating factor against the negative effects of
information asymmetry. When institutional investors
increase their holdings in firms with high levels of
information asymmetry, they provide a signal of
confidence and can help reduce shareholder
abstention by reducing uncertainty and improving
information flow (Boone & White, 2015; Healy &

Palepu, 1999). Thus, we expect institutional
ownership to mediate the relationship or path
between information asymmetry and  SOP

abstention. Based on the above analysis, we propose
the following hypothesis:

Hib: All else being equal, information
asymmetry, measured using broad economic indices,
Amihud illiquidity, and bid-ask spread, is indirectly
positively associated with SOP abstention through less
institutional ownership.

Figure 1 presents our conceptual model, which
positions analyst coverage and institutional holdings
as mediators in the relationship between information
asymmetry and SOP abstention.

Figure 1. Conceptual model

¢ Analyst coverage
o Institutional holdings

Path a Path b

o Amihud illiquidity

« Bid-ask spread » SOP abstention

Path ¢

3. RESEARCH METHODOLOGY

3.1. Data and sample selection

Our sample is constructed using secondary data on
SOP votes, compiled from the text blocks of Item
5.07 sections of 8-K filings. We use a heuristic-based
information extraction system, following the algorithm
developed by Cong et al. (2007). The data on
information asymmetry is obtained from Center for
Research in Security Prices (CRSP), firm fundamentals
from Compustat, analyst coverage from Institutional
Brokers’ Estimate System (IBES), and governance and
compensation data from Institutional Shareholder
Services (ISS) and ExecuComp. Institutional holdings
data is sourced from Form 13F filings.
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The sample selection period spans from 2011
to 2015, aligned with the introduction of mandatory
SOP voting under Section 951 of the Dodd-Frank Act.
We begin with an initial sample of 4,393 firms and
12,644 firm-year observations. Firms with a market
capitalization below $75 million in 2011 and 2012
were excluded, as they were exempt from SOP voting
requirements until the 2013 proxy season
(SEC, 2011). This process ensures our data reflects
consistent regulatory treatment across firms,
minimizing biases from differential regulatory
requirements. Additionally, firms and observations
with missing data from Compustat, CRSP, IBES, ISS,
or ExecuComp were excluded, resulting in
a final sample of 1,345 firms and 4,243 firm-year
observations.

This five-year period captures the first full
implementation of SOP votes for all publicly traded

U.S. firms, providing a robust window to analyze
trends in shareholder voting behavior, particularly
abstention rates.

In Panel A of Table 1, we present a sample
selection for firms. Initially, we start with
4,393 firms and 12,644 firm-year observations.
After applying the exclusion criteria, we arrive at
the final sample. In Panel B of Table 1, the industry
distribution of our sample is shown, categorized
using the Fama and French 12 industry classification
(French, 2024). The finance industry accounts for
the largest portion, comprising 19.17% of the sample,
followed by the business equipment industry at
17.63%. Meanwhile, industries like telecommunications,
consumer durables, and chemicals represent
the smallest shares, at 1.46%, 2.39%, and 3.08%,
respectively. Overall, the industry distribution shows
no significant clustering.

Table 1. Sample selection procedure and industry distribution

Panel A: Sample selection
Description Firms Firm-year
observations
Initial sample from Form 8-K filings 4,393 12,644
Less: Firms missing Compustat data 332 760
Less: Firms with market value less than
$75 million in 2011 and 2012 60 327
Less: Firms missing CRSP data 372 680
Less: Firms missing IBES data 711 2,110
Less: Firms missing ISS and ExecuComp
Data 1,619 4,525
Final sample 1,299 4,242
Panel B: Industry distribution
Industry Firms Percentage
1. Consumer non-durables 79 6.08
2. Consumer durables 31 2.39
3. Manufacturing 148 11.39
4. Energy 59 4.54
5. Chemicals and allied products 40 3.08
6. Business equipment 229 17.63
7. Telecommunication 19 1.46
8. Utilities 63 4.85
9. Shops 134 10.32
10. Healthcare, medical equipment, and drugs 105 8.08
11. Money — Finance 249 19.17
12. Other — Mines, constr, BldMt, trans, hotels, bus serv, entertainment 143 11.01
Total 1,299 100.00
Table 2 presents the distribution of SOP votes relative to the total for each meeting vyear,

for firm-year observations between 2011 and 2015.
In Panel A, the majority of observations fall within
the 0-5% range of shareholder abstention votes, with
fewer instances where abstentions exceed 50%.
Panel B illustrates the percentage of observations

highlighting that while shareholders do engage in
abstention voting, the numbers and percentages
remain lower than those seen in other voting
categories.

Table 2. Voting distribution

Panel A: Number of firm-year observations within each SOP abstention vote category
Year 50% < Abstain | 40% < Abstain | 30% < Abstain | 20% < Abstain | 10% < Abstain | 5% < Abstain 0 < Abstain Total
< 100% < 50% < 40% < 30% < 20% < 10% < 5%
2011 1 1 8 40 223 269 115 657
2012 0 1 10 48 218 328 145 750
2013 3 4 6 55 281 383 162 894
2014 3 2 13 57 289 419 204 987
2015 2 4 12 66 283 391 196 954
Total 9 12 49 266 1,294 1,790 822 4,242
Panel B: Percentage of firm-year observations relative to total annual observations within each SOP abstention vote category
2011 0.15 0.15 1.22 6.09 33.94 40.94 17.50 100.00
2012 0.00 0.13 1.33 6.40 29.07 43.73 19.33 100.00
2013 0.34 0.45 0.67 6.15 31.43 42.84 18.12 100.00|
2014 0.30 0.20 1.32 5.78 29.28 42.45 20.67 100.00
2015 0.21 0.42 1.26 6.92 29.66 40.99 20.55 100.00
; ®
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3.2. Research design measures of information asymmetry and SOP
abstention votes.
To test our main hypothesis, we employ regression To test our primary hypothesis, we estimate

analysis to examine the association between the regression model outlined in Eg. (1).

ABSTAIN = By + f1Asymmetry + [, ROA + B3RET + f,MB + [sLnMVE + ¢Abnormal_Pay + ;LEV + 1)
+LgCEOown + f9LnCEOage + [,0CEOgender + (11 LnCEOtenure + f1,LnBoard_size + FF12 + YR + ¢
3.2.1. Variables In contrast, the bid-ask spread reflects
the difference between the highest price a buyer is

The dependent variable in our analysis is SOP  Wwilling to pay (bid) and the lowest price a seller is
abstention votes (ABSTAIN), calculated as the ratio Willing to accept (ask). It reflects pricing dynamics
of the number of shareholders’ abstention votes to  and highlights the costs associated with executing
the total votes. trades. Larger bid-ask spreads often indicate higher
Our key measures of information asymmetry or ~ levels of information asymmetry, arising from
main independent variables of interest are the bid- uncertainty or disagreement among market
ask spread (Leuz & Verrecchia, 2000) and Amihud  Participants regarding the asset’s true value, which

illiquidity (Goyenko et al., 2009). is influenced by variations in information quality
Bid-ask spread: Building on this understanding, ~and availability. o .
bid-ask spread emerges as a relevant measure for While both measures provide insights into

assessing information asymmetry (Gregoriou et al.,  the challenges and uncertainties related to
2005; Leuz & Verrecchia, 2000) as it represents information asymmetry, they do so from slightly
the difference between the highest price a buyer is  different  perspectives. =~ Amihud illiquidity
willing to pay and the lowest price a seller is willing emphasizes the impact of trading on prices, whereas
to accept. It serves as a measurable proxy for the bid-ask spread focuses on the costs and
information asymmetry due to its sensitivity to dynamics associated with trading in the market.
market conditions (Chung & Zhang, 2014; The bid-ask spread serves as a key indicator of
Hasbrouck, 2009). A narrower spread indicates lower ~ both the cost of immediacy and the presence of
information asymmetry, suggesting a more information asymmetry within the market.
transparent market, while a wider spread implies Simultaneously, —Amihud illiquidity = provides
higher information asymmetry, signaling a divergence @ measure of a stock’s responsiveness to order flow,
in market participants’ views and limited capturing how price changes relate to trading
information disclosure. volume. By integrating these market-based metrics,
Amihud illiquidit: This recognized metric our objective is to comprehensively capture
quantifies the impact of information asymmetry on  the economic landscape of information asymmetry.
a security’s liquidity by capturing the relationship  This integration offers a robust foundation for our
between price changes and trading volume (Amihud, investigation, allowing us to better understand
2002; Goyenko et al, 2009). Studies on Amihud’s the nuances of how information disparities influence
illiquidity often center on its sensitivity to changes shareholder behavior and market dynamics.
in information availability and the implications for Consistent with prior studies (Cai & Walkling,
market efficiency (Amihud, 2002). Higher levels of = 2011; Conyon & Sadler, 2010; Ferri & Maber, 2013;
Amihud illiquidity indicate lower liquidity and  Stathopoulos & Voulgaris, 2016), we control various
increased information asymmetry, as investors may factors known to influence SOP abstention votes.
require a higher premium for trading in securities Specifically, we include control variables for firm
with less transparent information. performance, size, valuation, leverage, and
Both Amihud illiquidity and bid-ask spread governance. To capture firm performance, we
serve as measures of information asymmetry, incorporate returns on assets (ROA) and stock
addressing distinct aspects of market dynamics. returns (RET). Firm size is accounted for using
Amihud illiquidity evaluates the price impact of the natural logarithm of market value of equity
trading by gauging the market’s capacity to absorb  (LnMVE), and growth opportunities are reflected
trades without causing significant price fluctuations. ~ through the market-to-book ratio (MB). Additionally,
Higher values of Amihud illiquidity indicate lower We control leverage (LEV).
liquidity, suggesting that trading may be challenging Our governance controls encompass board
due to potential information imbalances or Size, CEO gender (Canil et al, 2019), CEO age and
uncertainties. This can lead to increased investor tenure, CEO ownership, and the level of abnormal
hesitancy, driven by perceived risks associated with ~ pay (Abnormal_Pay) following the approach of
limited liquidity. Stathopoulos and Voulgaris (2016). Variable
definitions are provided in Table 3.
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Table 3. Variables of the study

Variable Definition
ABSTAIN Percentage of abstention votes computed as (abstain votes / total votes) * 100
Abnormal_Pay Residual from regression with total CEO pay as the dependent variable and the independent variables as
- ROA, RET, LnMVE, LEV, and MB
AMIHUD Amihud illiquidity: Average (stock return / trading volume)
Asymmetry Measures of information asymmetry, Amihud illiquidity, bid-ask spread
CEOgender Dummy variable set tol if the CEO is a female, otherwise zero
CEOown CEO ownership / shares outstanding
FF12 Industry dummies.
LEV Total debt / total asset
LNANALYST Natural logarithm of the number of analysts following a firm
LnBoard_size Natural logarithm of board size
LnCEQage Natural logarithm of CEO age
LnCEOtenure Natural logarithm of CEO tenure
LnMVE Natural logarithm of market value of equity.
MB Market-to-book ratio.
MVE Market value of equity
PERC_HOLDINGS Number of voting shares held by institutional investors / total number of shares outstanding * 100
ROA Return on asset computed as income before extraordinary items lagged by assets.
RET Firms’ stock return over 12 months prior to the annual meeting.
SPREAD The bid-ask spread: (Ask - bid) / (((ask + bid) / 2))
YR Year dummies

3.2.2. Supplementary analysis

In our supplementary analysis, we employ Hayes’
(2022) mediation techniques, using the PROCESS?
macro. This powerful tool facilitates
the simultaneous assessment of all path coefficients,
providing direct and indirect effect estimates. One
notable advantage of this approach is that a direct
effect between the independent and dependent
variables is not a prerequisite for conducting
the mediation test. Instead, the emphasis is placed
on evaluating the indirect effect of the independent
variables on the dependent variable through
specified mediators.

The PROCESS macro simplifies the mediation
tests for our hypotheses Hla and HI1b. In conducting
our mediation analysis, we adopt bootstrap
estimation with a default of 5,000 iterations (Hayes,
2022; Hayes, 2013; Preacher & Hayes, 2008). This
bootstrap technique generates confidence intervals
(CIs) for the indirect effects by repeatedly sampling,
with replacement, from the dataset. Model validation
is achieved when 95% CIs exclude zero, which
signifies support for our proposed mediation model.
Conversely, if the CIs encompass zero, this would
indicate a lack of an indirect effect, thereby negating
the hypothesis (MacKinnon et al., 2002).

In this study, we ensure the robustness of our
results by incorporating both industry and year-
fixed effects, which control for wunobserved
heterogeneity across industries and temporal
variations. This approach helps to isolate the effect
of our key variables by accounting for any industry-
specific or time-specific factors that might influence
the outcomes. Additionally, we employ the PROCESS
Macro to estimate the mediation model, which is
particularly wuseful in addressing potential
endogeneity issues between the dependent,
independent, and mediator variables. It allows us to
better understand the pathways through which
information asymmetry impacts SOP abstention
votes. By systematically examining the mediation or
indirect effects, we gain deeper insights into
the complex relationships at play within our
research framework. Together, these techniques

3 The PROCESS macro is a popular tool in social science and management
research for testing mediation hypotheses. One key advantage of using
PROCESS macro over simultaneous equation models and basic regression
analysis is its ability to more effectively handle potential endogeneity
concerns between the dependent, independent, and mediator variables
(Hayes, 2022).
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enhance the reliability and validity of our findings
by mitigating biases and improving model accuracy.

3.2.3. Alternative methods

In addition to the empirical approach employed,
other methods could also be suitable for examining
the relationship between information asymmetry
and SOP abstention votes. A qualitative approach,
such as conducting interviews with institutional
investors or board members, could provide deeper
insights into the decision-making process behind
SOP abstention. This could be especially useful in
understanding the rationale behind the votes in
specific cases where quantitative data may not
capture the complexities of human behavior.

Alternatively, a case study methodology could
offer an in-depth analysis of companies with high
levels of abstention votes, providing rich contextual
data. Event studies, focusing on market reactions to
SOP outcomes, might also help explore the broader
implications of information asymmetry on investor
behavior.

Another potential method is survey-based
research, which could gather data directly from
shareholders or analysts about the perceived level of
information asymmetry and its impact on voting
behavior. Each of these methods, though different
from the primary empirical strategy used in this
study, could add depth and complementary insights.

4. EMPIRICAL RESULTS AND DISCUSSION

4.1. Descriptive statistics

In Table 4, we provide descriptive statistics for
the variables used in our study. The mean SOP
abstention rate is 10.09%, while the mean values for
measures of information asymmetry — Amihud
illiquidity and bid-ask spread — are 0.02 and 0.18,
respectively. These proxies provide critical insights
into the informational environment within which
shareholders make voting decisions, particularly in
settings characterized by low transparency or
incomplete information.

The mean values of our control variables align
with those reported in prior studies (Conyon &
Sandler, 2020; Ferri & Maber, 2013; Stathopoulos &
Voulgaris, 2016). For our sample, firms exhibit
amean ROA of 0.05 and a mean RET of 0.15.
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These indicators are particularly relevant given
the theoretical link between firm performance and
shareholder engagement. A firm’s financial health,
measured by these variables, can influence voting
behavior, especially as low-performing firms often

face more scrutiny from shareholders (Cai &
Walkling, 2011). The average market value of equity
is $71,397,300. Additionally, the mean CEO age is
approximately 57 years old, with a mean tenure of
11.63 years.

Table 4. Descriptive statistics

Variable N Mean Std. Dev. Minimum 1st quartile Median 3rd quartile Maximum
ABSTAIN 4242 10.09 6.97 0.00 5.59 8.28 12.82 82.24
AMIHUD 4242 0.02 0.01 0.00 0.00 0.00 0.01 0.18
SPREAD 4242 0.06 0.06 0.02 0.02 0.05 0.08 0.98
ROA 4242 0.05 0.06 -0.22 0.02 0.05 0.08 0.16
RET 4242 0.15 0.27 -0.40 -0.01 0.14 0.30 0.84
MB 4242 2.86 2.10 0.59 143 2.21 3.50 9.50
MVE 4242 7139.73 8993.15 92.83 1117.50 2834.40 9143.55 28821.03
LnMVE 4242 8.06 1.35 4.53 7.02 7.95 9.12 10.27
LEV 4242 0.19 0.17 0.00 0.04 0.17 0.30 2.88
Abnormal_Pay 4242 0.01 0.71 -16.51 -0.29 0.07 0.38 2.74
CEOown 4242 1.83 4.52 0.00 0.19 0.53 1.45 64.42
CEOage 4242 57.26 6.84 33.00 53.00 57.00 61.00 97.00
LnCEOQOage 4242 4.04 0.12 3.50 3.97 4.04 4.11 4.57
CEOgender 4242 0.04 0.19 0.00 0.00 0.00 0.00 1.00
CEOtenure 4242 11.63 8.87 1.00 5.00 9.00 16.00 62.00
LnCEOtenure 4242 2.16 0.81 0.00 1.61 2.20 2.77 4.13
Board_size 4242 9.43 2.25 4.00 8.00 9.00 11.00 34.00
LnBoard_size 4242 2.22 0.24 1.39 2.08 2.20 2.40 3.53

4.2. Pearson’s correlation analysis

In Table 5, the correlation matrix results reveal
a significant positive correlation between ABSTAIN
and both AMIHUD and SPREAD (p <0.0001),
suggesting that higher levels of information
asymmetry are associated with increased SOP
abstention votes. This finding is theoretically
consistent with agency theory, which posits that
shareholders abstain from voting when they lack
sufficient information to assess managerial
performance (Jensen & Meckling, 1976). Empirical
studies, such as Stathopoulos and Voulgaris (2016),
also support this relationship, emphasizing that
information asymmetry can impair shareholder
decision-making and lead to cautious voting behavior.

The negative correlation between ABSTAIN and
ROA and RET reinforces the idea that stronger
financial performance reduces the likelihood of

abstention, as shareholders are more confident in
their voting decisions when a firm is performing
well. This relationship is corroborated by Cai and
Walkling (2011), who found that higher firm
performance is typically associated with more
decisive voting outcomes.

Importantly, the correlation coefficients for
the remaining variables do not indicate
multicollinearity, as none exceeds 0.70. This
threshold aligns with conventional benchmarks used
in empirical research to detect multicollinearity
issues (Gujarati, 2003). Maintaining low
multicollinearity is  essential for ensuring
the reliability of regression estimates, as it helps to
avoid inflated standard errors and biased coefficient
estimates. Thus, the results of our regression
models can be interpreted with confidence in
the absence of multicollinearity concerns, supporting
the robustness of our findings.

Table 5. Pearson’s correlation analyses

Panel A: Amihud illiquidity and SOP abstention

(1) ABSTAIN

(2) AMIHUD

(3) ROA

(4) RET

(5) MB

(6) LnMVE

(7) Abnormal_Pay

(8 LEV

1.00

(9) CEOown

sk [ ()] 1R

(10) LnCEOage

0.01

(11) CEOgender

0.03 1.00

(12) LnCEOtenure

-0.07%** -0.08***| 1.00

(13) LnBoard_size

*10.09%** 0.01 |-0.15***]| 1.00

Panel B: Bid-ask spread and SOP a

(1) ABSTAIN

(2) SPREAD

(3) ROA

(4) RET

(5) MB

(6) LnMVE

(7) Abnormal_Pay|

(8 LEV

(9) CEOown

(10) LnCEOage

(11) CEOgender

1.00

(12) LnCEOtenure

-0.08%** 1.00

(13) LnBourd size

0.01 |-0.15***] 1.00

Note: ***, **

Y, and * mdlcate SIgnlflcance at IA, SA, and JOA, respectlvely

]
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4.3. Regression results

In Table 6, the regression results provide robust
support for HI, which hypothesizes a positive
relationship between information asymmetry and
SOP abstention voting. The results in column 1,
where the Amihud illiquidity ratio is used as
the measure of information asymmetry, indicate
a significant  positive  relationship  (F = 20.09,
p < 0.0001, adjusted R? = 0.05). Similarly, the bid-ask
spread model in column 2 reveals a positive and
significant  association (F =34.44, p <0.0001,
adjusted R? =0.09). These findings align with prior
empirical studies, including those by Ferri and
Maber (2013), who suggest that shareholders may
strategically abstain in the face of asymmetric
information to mitigate the risk of uninformed
decision-making.

This result is particularly relevant to agency
theory, which highlights the role of information
asymmetry in driving divergent behaviors between
managers and shareholders. When shareholders face
high levels of information asymmetry, they are likely
to abstain from voting as a risk management
mechanism. This strategic abstention reflects
shareholders’ effort to avoid making decisions
without sufficient knowledge, thus aligning with
the broader literature on shareholder behavior under
information uncertainty (Healy & Palepu, 2001).

Table 6. SOP abstention and information asymmetry

1 2
Variable Expfzcted Y = ABSTAIN Y = ABSTAIN
sign Estimated Estimated
coefficient coefficient
Intercept ? -0.90 (-0.24) -9.18** (-2.42)
AMIHUD + 81.77*%* (5.81)
SPREAD + 32.22%** (14.07)
ROA -13.54%** (-6.37) | -8.76*** (-4.14)
RET - -2.18%** (-5.50) | -2.31***(5.92)
MB ? 0.13** (2.21) 0.10* (1.70)
LnMVE ? 0.12 (1.12) 0.72%%* (6.42)
Abnormal_Pay ? -0.82*** (-5.56) | -0.72*** (-5.00)
LEV ? -1.39%* (-2.20) -0.54 (-0.87)
CEOown ? -0.12%%* (-4.64) [ -0.13*** (-5.12)
LnCEQage ? 1.11 (1.15) 1.43 (1.50)
CEOgender ? 0.74 (1.35) 0.71 (1.31)
LnCEOtenure ? 0.11 (0.70) 0.14 (0.97)
LnBoard_size ? 2.81*** (5.36) 2.80%** (5.45)
gldustyy Yes Yes
ummies
Year dummies Yes Yes
N 4242 4242
F(P-value) 20.09 (< 0.0001) | 34.44 (< 0.0001)
Adjusted R? 0.05 0.09

Note: *** p < 0.01, ** p < 0.05, * p < 0.1. The model estimated is:
ABSTAIN = B, + fAsymmetry + f,ROA + B;RET + B,MB +
BsLnMVE + BsAbnormal_Pay + B,LEV + BgCEOown +
BoLnCEOage + B,,CEOgender + B,,LnCEOtenure +
Bi,LnBoard_size + FF12 + YR + ¢

5. ADDITIONAL ANALYSIS

In this section, we present additional analyses
focused on the mediation roles of two primary
channels: institutional investors and analyst
coverage. Analysts contribute significantly to capital
markets by enhancing information efficiency and
promoting market transparency (Healy & Palepu,
2001; Lang & Lundholm, 1993; Yu, 2008). Similarly,
institutional investors actively monitor and engage
with firms in their portfolios. In the presence of high
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information asymmetry, these investors may
intensify monitoring efforts, gathering more
comprehensive data to make informed decisions
(Boone & White, 2015). Their actions can, in turn,
influence shareholder behavior and affect SOP
abstention.

Prior research indicates that institutional
investors and analysts act as mediators by
responding to varying levels of information
asymmetry reflected, such as those captured by
Amihud illiquidity and the bid-ask spread,
potentially influencing SOP abstention.

Figure 1 illustrates the intuition behind
the path analysis used to test Hla and HIb,
following the methodology of Baron and Kenny
(1986). We employ a two-model set based on
PROCESS Model 4, as suggested by Hayes (2022).
This method helps us analyze the mediating role of
variable M between the independent variable X and
the dependent variable Y, thatis X - M — Y.

5.1. Analyst coverage

Existing literature, including Lang and Lundholm
(1996) and Yu (2008), suggests that firms with more
analyst coverage tend to have lower information
asymmetry, which in turn influences shareholder
voting behavior. In this study, we measure analyst
coverage as the natural logarithm of the number of
analysts following each firm.

To understand the mediation effect of analyst
coverage (LNANALYST) on the relationship between
information asymmetry (as measured by SPREAD)
and SOP abstention (ABSTAIN), we test the following
equations:

Y =ay+ ;X + B,Controls + ey (2)

M = a; + B3X + ByControls + €y (3)
Y = ay + B X + BgControls + B,Controls + €,  (4)

As depicted in Figure 1, Path ¢ corresponds to

the total effect of the independent variable
(X = SPREAD) on the dependent variable
(Y =ABSTAIN), while Patha corresponds to
the effect of X on the mediator variable

(M = LNANALYST), and Path b captures the effect of
M on Y. The total effect of X on Y is represented by
B1, which can be broken down into the direct effect
of X(Bs) and the mediation effect pB; % B,
corresponding to the products of Pathsa and b.
Because the total effect can also be expressed as
B1 = Bs + B3 X Bg, it is sufficient to estimate only
Egs. (3) and (4).

The result presented in Table 7a, Panel A,
presents the mediation results of estimating Egs. (3)
and (4). In Model 1, SPREAD shows a significant
negative relationship with LNANALYST (B =-0.86,
t =-3.83). This result indicates that higher levels of
information asymmetry (greater SPREAD) are
associated with lower analyst coverage. This
supports the idea that firms with higher information
asymmetry tend to attract fewer analysts, likely due
to the greater uncertainty and difficulty in assessing
the firm’s value. In Model 2, SPREAD is positively

and significantly associated with  ABSTAIN
(B=32.32, t=14.09), confirming that higher
information asymmetry leads to greater SOP
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abstention, supporting our hypothesis that
shareholders are more likely to abstain from voting
on SOP when information asymmetry is high.
However, LNANALYST is not significantly associated
with ABSTAIN (B=0.12, t=0.77), suggesting that
analyst coverage does not have a direct impact on
SOP abstention.

To validate Hla, we performed a mediation
analysis using a bootstrapping method recommended
by Hayes (2022) and Preacher et al. (2007). This
approach approximates the sampling distributions
of indirect effects, enabling us to compute 95% CIs.
A CI that does not include zero indicates a statistically
significant indirect effect. The bootstrapped results

for the mediation effect, based on 5,000 samples, are
reported in Panel B of Table 7a. The bootstrapped
indirect effect is small and negative (-0.1031), with
the CI including zero (-0.4674 to 0.2002), indicating
that the mediating role of LNANALYST is not
statistically  significant. Thus, while SPREAD
negatively impacts LNANALYST, the effect of
LNANALYST on ABSTAIN is not strong enough to
suggest a meaningful indirect pathway. Thus, Hla is
not supported by statistical significance. Similarly, in
Table 7b, we use AMIHUD as our measure of
information asymmetry, and record the same result,
and Hlais not supported.

Table 7a. Simple mediation results on SPREAD, LNANALYST, and ABSTAIN

Panel A: Mediation effect
Model 1: M = LNANALYST Model 2: Y = ABSTAIN
B(t-value) B(t-value)
Variable Expected sign Estimated coefficient (t-stat) Estimated coefficient (t-stat)
LNANALYST 0.12 (0.77)
SPREAD - (14.09)
ROA ? (-4.08)
RET ? . . (-5.78)
MB ? -0.01 (-0.95) 0.10* (1.71)
LnMVE ? 0.40*** (35.52) . (5.26)
Abnormal_Pay ? 0.11 (8.02) -0.7 (-5.06)
LEV ? -0.61 -0.47 (-0.74)
CEOown ? 0.01 . -0.13*** (-5.15)
LnCEQage ? -0.3 -3.66) 1.47 (1.54)
CEOgender ? -0.14**(-2.53) 0.72 (1.34)
LnCEOtenure ? 0.02 (1.05) 0.14 (0.96)
LnBoard_size ? 0.03 (0.53) 2.79%** (5.44)
Intercept Yes Yes
Industry and year-fixed effects Yes Yes
N 4242 4242
Adjusted R? 0.40 0.09
Panel B: Bootstrap indirect effects on ABSTAIN through LNANALYST
[ Indirect effect | BootSE [ BootLLCI [ BootULCI
SPREAD — LNANALYST — ABSTAIN | -0.1031 | 0.1637 | -0.4674 | 0.2002
Level of confidence interval (95%),
Bootstrap samples (5,000)

Note: *** p<0.01, ** p<0.05, * p<0.1. LL =lower limit; CI = confidence interval;, UL = upper limit. Unstandardized regression

coefficients are reported, and t-values are in parenthesis.

Table 7b. Simple mediation results on AMIHUD, LNANALYST, and ABSTAIN

Panel A: Mediation effect
Model 1: M = LNANALYST Model 2: Y = ABSTAIN
B(t-value) B(t-value)
Variable Expected sign Estimated coefficient (t-stat) Estimated coefficient (t-stat)
LNANALYST - 0.09 (0.59)
AMIHUD - 82.69*** (5.84)
ROA ? . . -13.44%** (-6.30)
RET ? -0.31*** (-8.19) -2.1 (-5.38)
MB ? -0.004 (-0.78) 0.13%* (2.22)
LnMVE ? 0.39%** (38.93) 0.08 (0.66)
Abnormal_Pay ? (8.06) -0.83*** (-5.59)
LEV ? -10.05) -1.33** (-2.09)
CEOown ? . (2.79) -0.12*** (-4.67)
LnCEQOage ? -0.31*** (-3.32) 1.14 (1.17)
CEOgender ? -0.14 (-2.58) 0.75 (1.37)
LnCEOtenure ? 0.01 (1.01) 0.10 (0.69)
LnBoard_size ? 0.02 (0.46) 2.81%** (5.36)
Intercept Yes Yes
Industry and year-fixed effects Yes Yes
N 4242 4242
Adjusted R? 0.41 0.05
Panel B: Bootstrap indirect effects on ABSTAIN through LNANALYST
| Indirect effect | BootSE | BootLLCI | BootULCI

AMIHUD — LNANALYST — ABSTAIN __| -0.9222 | 1.9468 | -5.0654 | 2.5206
Level of confidence interval (95%),
Bootstrap samples (5,000)

Note: *** p<0.01, ** p<0.05 * p<0.1. LL =lower limit; CI = confidence interval; UL = upper limit.

coefficients are reported, and t-values are in parenthesis.

VIRTUS,

] ®
NTERPRESS

30

Unstandardized regression



Corporate Governance and Sustainability Review / Volume 8, Issue 3, 2024

5.2. Institutional holdings

Institutional  investors, renowned for their
informational advantage and monitoring role in
investee firms (Appel et al., 2016; Brav et al., 2008;
Brockman & Yan, 2009; Bushee & Goodman, 2007),
serve as a valuable subset for additional analysis.
Focusing on a subset of our data spanning 2013 to
2015, we utilize institutional ownership as a proxy
for the availability of information. The percentage of
voting shares held by institutional investors is
computed.

We use Egs.(3) and (4) to estimate our
regression models, substituting the mediator
variable M with PERC_HOLDING. In this analysis, we
also use SPREAD and AMIHUD as measures of
information asymmetry (X), while ABSTAIN serves as
our dependent variable (Y). The mediation results
for our hypothesized models are detailed in
Tables 8a and 8b.

In Table 8a, the direct effect of SPREAD on
ABSTAIN is positive and statistically significant
(B=54.63, t=13.63), indicating that higher
information asymmetry, as measured by the bid-ask
spread, increases the likelihood of SOP abstention.
In Model 1, SPREAD also has a significant negative
impact on PERC_HOLDING (B =-1735.24, t=-1.98),
suggesting that greater information asymmetry
reduces institutional ownership. Furthermore,

PERC_HOLDING has a significant negative effect on
ABSTAIN (B=-0.001, t=-2.73), meaning that
higher institutional ownership is associated with
a decrease in SOP abstention. The indirect effect
(SPREAD — PERC_HOLDING — ABSTAIN) is small
(0.4058) but statistically significant, as the CI (0.1676
to 1.3063) does not include zero. This confirms that
institutional ownership partially mediates the effect
of information asymmetry on SOP abstention.

Similarly, in Table 8b, the direct effect of
AMIHUD on ABSTAIN is positive and significant
(B=142.66, t=4.46). AMIHUD negatively affects
PERC_HOLDING (B =-10670.04, t =-1.57), although
this result is not statistically significant. Despite
this, PERC_HOLDING maintains a significant negative
relationship with ABSTAIN (B =-0.001, t=-3.02).
The bootstrapped indirect effect (AMIHUD —
PERC_HOLDING — ABSTAIN) is larger (2.8342) and
statistically significant, with a CI that excludes zero
(1.1961 to 9.8136). This provides further evidence of
a mediation effect, indicating that institutional
ownership mediates the relationship between
AMIHUD and SOP abstention.

In summary, the findings suggest that
institutional ownership (PERC_HOLDING) acts as
a mediator in this relationship, with higher information
asymmetry leading to reduced institutional
ownership, which in turn increases the likelihood of
SOP abstention. Thus, H1b is supported.

Table 8a. Simple mediation results of SPREAD, PERC_HOLDING, and ABSTAIN

Panel A: Mediation effect
Model 1: M = PERC_HOLDING Model 2: Y = ABSTAIN
B(t-value) B(t-value)
Variable Expected sign Estimated coefficient (t-stat) Estimated coefficient (t-stat)
PERC_HOLDING - -0.001*** (-2.73)
SPREAD - -1735.24** (-1.98) 54.63*** (13.63)
ROA +/- 650.39 (1.15) -3.33 (-1.28)
RET +/- 148.87 (1.37) -2.156%** (-4.34)
MB ? 7.28 (0.50) 0.10 (1.50)
LnMVE ? -149.57%** (-4.61) 1.12*** (7.51)
Abnormal_Pay ?/+ 16.38 (0.44) -0.50%** (-2.91)
LEV ? 305.47* (1.87) 0.24 (0.31)
CEOown ? -2.77 (-0.32) -0.18*** (-4.64)
LnCEQOage ? -49.32 (-0.19) 2.58%* (2.12)
CEOgender ? -69.19 (-0.48) 0.21 (0.32)
LnCEOtenure ? 1.02 (0.03) 0.08 (0.45)
LnBoard_size ? 192.52 (1.35) 2.94%*%(4.51)
Intercept Yes Yes
Industry and year-fixed effects Yes Yes
N 2862 2862
Adjusted R? 0.01 0.10
Panel B: Bootstrap indirect effects on ABSTAIN through PERC_HOLDING
Indirect effect BootSE BootLLCI BootULCI

SPREAD — PERC_HOLDING — ABSTAIN 0.4058 0.3122 0.1676 1.3063
Set level of confidence interval (95%),
Bootstrap samples (5,000)

Note: *** p<0.01, ** p<0.05, * p<0.1. LL =lower limit; CI = confidence interval; UL = upper limit.

coefficients are reported, and t-values are in parenthesis.
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Table 8b. Simple mediation results of AMIHUD, PERC_HOLDING, and ABSTAIN

Panel A: Mediation effect
Model 1: M = PERC_HOLDING Model 2: Y = ABSTAIN
B(t-value) B(t-value)
Variable Expected sign Estimated coefficient (t-stat) Estimated coefficient (t-stat)
PERC_HOLDING - -0.001*** (-3.02)
AMIHUD - -10670.04 (-1.57) 142.66*** (4.46)
ROA +/- -528.53 (-0.95) -9.55*** (-3.64)
RET +/- 144.51 (1.33) -2.04*** (-3.99)
MB ? 6.73 (0.47) 0.14** (1.98)
LnMVE ? -132.12%** (-4.50) 0.22 (1.61)
Abnormal_Pay ?/+ 20.23 (0.54) -0.67*** (-3.79)
LEV ? 339.53** (2.10) -1.27* (1.66)
CEOown ? -3.49 (-0.40) -0.15*** (-3.64)
LnCEQage ? -37.68 (-0.14) 2.47% (1.97)
CEOgender ? -63.46 (-0.44) 0.04 (0.06)
LnCEOQOtenure ? 2.99 (0.07) -0.01 (-0.04)
LnBoard_size ? 189.37 (1.33) 3.16%** (4.71)
Intercept Yes Yes
Industry and year-fixed effects Yes Yes
N 2862 2862
Adjusted R? 0.01 0.04
Panel B: Bootstrap indirect effects on ABSTAIN through PERC_HOLDING
Indirect effect BootSE BootLLCI BootULCI
AMIHUD — PERC_HOLDING — ABSTAIN 2.8342 2.4008 1.1961 9.8136
Set level of confidence interval (95%),
Bootstrap samples (5,000)
Note: *** p<0.01, ** p<0.05, * p<0.1. LL =lower limit; CI = confidence interval; UL = upper limit. Unstandardized regression

coefficients are reported, and t-values are in parenthesis.

Our result aligns with prior research that
identifies institutional investors as sophisticated
players with better access to information, who can
influence both managerial decisions and shareholder
votes (Boone & White, 2015; Bushee & Goodman,
2007). In the context of SOP voting, institutional
investors likely engage in more active monitoring
and decision-making, thus reducing the propensity
for abstention. This has important policy
implications, suggesting that governance reforms
aimed at encouraging greater institutional
ownership could enhance shareholder participation
and reduce abstention rates.

6. CONCLUSION

This study examines the relationship between
information asymmetry and SOP abstention votes,
highlighting the 7role of transparency and
shareholders' decision-making in executive
compensation matters. Using the SOP setting, our
findings reveal a positive association between
information asymmetry, as measured by the Amihud
illiquidity ratio and bid-ask spread, and SOP
abstention. As information asymmetry increases,
shareholders are more likely to abstain, which
implies that transparency in compensation disclosures
plays a crucial role in fostering shareholder confidence
and engagement. Furthermore, while institutional
ownership partially mediates the relationship
between information asymmetry and abstention,
the anticipated mediating role of analyst coverage
was found to be non-significant. These results
underscore the complexity of shareholders’ behavior
when confronted with information gaps.

The contributions of this study extend to both
corporate  governance practices and policy.
It highlights the relationship between information
asymmetry and shareholder abstention in SOP votes,
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revealing how gaps in compensation disclosures can
undermine shareholder participation. The findings

highlight the importance of transparency in
corporate governance, suggesting that when
executive compensation information is opaque,

shareholders are more likely to abstain, indicating
alack of confidence in the available information.
Although the expected mediating role of analyst
coverage was not supported, the partial mediation
effect of institutional holdings provides a new
perspective on how informed shareholders navigate
asymmetry. The implications extend beyond the SOP
setting, as the results suggest that improving
the accessibility and clarity of compensation
disclosures could enhance corporate governance
practices globally.

For future research, this paper opens avenues
for cross-country comparisons and examinations of
the mandatory versus advisory nature of SOP
regulations, offering insights into how transparency,
information channels, and regulatory environments
influence  shareholder behavior in  diverse
governance contexts. These studies could help refine
global governance standards, promoting more
effective shareholder participation and
accountability in executive compensation decisions.

While this study provides valuable insights into
the relationship between information asymmetry
and SOP abstention votes, there are limitations
worth noting. First, publicly available data may not
fully capture private interactions between firms and
shareholders, which could impact voting behavior.
Second, the study focuses on institutional ownership
as a mediator but excludes other important factors
like activist investors or proxy advisors. Finally,
the U.S.-centric sample limits the generalizability of
the findings, and future research could benefit from
cross-country analysis or an extended time frame to
strengthen robustness.
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